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Independence Standards Board
Minutes
Meeting of September 1, 1999
Public Session

A public meeting of the Independence Standards Board (“ISB” or “Board”) was held on
September 1, 1999 at the New York Office of the AICPA. In attendance were:
Board Members
William T. Allen, Chairman
John C. Bogle (by phone)
Stephen G. Butler
Robert E. Denham
Manuel H. Johnson
Philip A. Laskawy
Barry C. Melancon
James J. Schiro (arrived about 11:50 AM)
Others Present by Invitation
Arthur Siegel, Executive Director, ISB
Richard H. Towers, ISB Staff
Susan McGrath, ISB Staff
William J. Cashin, Jr., ISB Staff
Richard I. Miller, General Counsel and Secretary, AICPA
Lynn E. Turner, Chief Accountant, SEC
W. Scott Bayless, Associate Chief Accountant, SEC
Henry Jaenicke, Project Director, Conceptual Framework Project
Alan S. Glazer, Assistant Project Director, Conceptual Framework Project
Lawrence Cunningham, Project Director, Firm Structures Project
Bruce Anderson, Research Consultant, “Survey of Attitudes of Selected Key
Groups toward Auditor Independence”
Chairman Allen noted that a quorum was present and called the meeting to order at
approximately 10:15 AM.
Memorial
The Chairman proposed a moment of silence in memory of Frank J. Pearlman, who
passed away recently. Frank was a member of the ISB’s Independence Issues
Committee, Chair of the AICPA’s Professional Ethics Executive Committee, and the
Associate Director of Accounting and Auditing at BDO Seidman.
Employment with Audit Clients
The Chairman called on Susan McGrath of the ISB staff to summarize for the Board the
responses to the Discussion Memorandum (DM) on this project, for the purpose of
obtaining the Board’s direction for the next stage of this project, the Exposure Draft

(ED). Ms. McGrath indicated that 28 responses were received during the 90-day
comment period, and that 24 favored the “safeguards” approach, 3 recommended a
“cooling-off period” and 1 was unclear.
The ISB staff recommended a mandatory safeguards approach in the belief that it
provides for the implementation of controls expected to be effective in protecting
independence, while still providing a “training ground” opportunity for auditors. The
alternative, a cooling-off period, may pose a risk to financial reporting quality if it
involves a change in audit firms, as that new audit firm becomes familiar with the client.
It was also pointed out that a cooling-off period could be difficult to implement (e.g., how
far removed from the engagement team would the requirement extend, and how long
would it last?).
Mr. Bogle commented that the arguments were better for safeguards, and that the
“training” argument was a strong plus. Mr. Denham agreed with Mr. Bogle, and also
pointed out, as an example, that senior officials at several major corporations that
responded to the DM had received a portion of their training at the corporation’s audit
firm. Mr. Denham also believed that, before placing limitations on the flow of human
capital, it would need to be demonstrated that a substantial problem exists which cannot
be addressed by less intrusive means than a cooling-off period. Mr. Laskawy noted that,
where client problems exist, there is no particular correlation with the employment with
clients situation. Ms. McGrath reviewed the DM’s proposed safeguards for the Board.
The discussion then turned to other related matters. In particular, the Board deliberated
on which employees of the audit firm should be subject to restriction. The Chairman
suggested a “dual trigger” approach involving both the level and role of the person at the
audit firm, and the position at the client firm to which the auditor is moving. The
Executive Director then noted that some firms are not subject to peer review and its
relevant controls, and recommended independent inspection of those firms by a third
party to check compliance with these proposed regulations. Mr. Laskawy strongly
supported such compliance verification for those firms not subject to peer review.
With respect to the question of whether the “pay out” of capital and retirement accounts
should be required to evidence severance from the firm (realizing that such actions often
convey potentially onerous tax consequences), the views were mixed. There was a
general consensus that capital accounts should be paid out in full. For retirement
accounts, however, most Board members believed a so-called “rabbi trust” was
acceptable. (A rabbi trust is a vehicle in which the retirement account assets could be
placed until later payment to the former firm professional. These assets may then not be
used to satisfy any of the firm’s other obligations, except that they may be accessed by
general creditors in the event of the firm’s bankruptcy.)
The Board unanimously approved a safeguards approach over a cooling-off period, and
proposed that the ISB staff be directed to prepare such an ED, with provisions permitting
a “rabbi trust” for unfunded retirement accounts, a “double-trigger” approach to
encompass all significant employees of the audit firm, peer review, and compliance
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inspections for audit firms not subject to peer review. (The case of a firm partner or staff
member becoming a non-employee director of an audit client is specifically excluded
from this proposed standard.) Mr. Turner indicated the SEC staff’s preference for
guidance in the ED concerning the procedure for removal of an auditor from the
engagement team at the first communication of a potential employment offer with the
client. Mr. Turner noted his skepticism that safeguards were effective. In addition, Mr.
Turner noted that there should be more efforts to seek input from investors.
The Chairman then directed the staff to draft an ED on employment with audit clients as
described above. Mr. Turner indicated that it was the SEC staff’s preference that the ED
be approved by the full Board. The Chairman concurred, and also directed the ISB staff
to obtain input on the ED from the Project Task Force and the SEC staff, and have the
ED available for review by the Board at its November, 1999 meeting.
Appraisals and Valuations
Ms. McGrath introduced the draft DM on this project for the purpose of obtaining the
Board’s permission to issue the DM for a 90-day comment period. She noted that the
project was suggested by the SEC staff, and that the DM summarizes the current rules,
indicates related threats, proposes criteria for standards, suggests safeguards, and seeks
public comment on a series of questions. The Project Task Force has reviewed the DM
with respect to completeness, clarity and balance. The Chairman noted that the
fundamental question is the effect on the independence of the audit firm of performing
appraisal and valuation services which affect the financial statements the firm then audits.
A critical issue is the determination of the related threats to auditor independence, and the
criteria for measuring those threats.
Some Board members indicated a preliminary view against permitting audit firms to
provide such services to their audit clients, a position with which Mr. Turner concurred.
Mr. Bayless then suggested a change in the text of paragraph 35 on page 21, which
concerns “contributions in kind,” and the Chairman directed the ISB staff to confer with
the SEC staff on this matter. A brief discussion on the subjectivity and methodology of
appraisals and valuations followed.
The Board then unanimously approved the issuance of the DM, subject to the revision in
paragraph 35 to include information Mr. Bayless of the SEC staff was to provide to the
ISB staff.
Practice Structures
The Chairman introduced this project by pointing out that it has critical implications with
respect to auditor independence and the evolution of the profession, and that the related
market pressures require resolution in the very near term. He also noted that, while the
Board had previously approved the DM, the document was further modified following
meetings between the Project Task Force, ISB staff, and SEC staff.
Professor Larry Cunningham, the Project Director, and Ms. McGrath then reviewed for
the Board the changes to the DM which were made following their meeting on August
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18th in Washington with Messrs. Turner, Bayless and Burns of the SEC staff. The
additions included comments on the significant role of the audit in the proper and
efficient functioning of the capital markets, background on the changes in the auditing
profession, and an Appendix which lists services accounting and auditing firms may
provide (based on a SEC staff review of publicly available information).
Mr. Laskawy noted that a question he considers crucial--the permissibility of a publicly
held interest in a multidisciplinary accounting and auditing practice--did not appear to be
covered early in the document. Mr. Turner noted that he sent the issue to the ISB to
address independence issues with consolidators and with both majority and minority
public ownership in accounting firms. Mr. Turner said the two key fundamentals in the
“Practice Structure” issue are the leasing of employees and public ownership, whether
minority or majority, and he agreed that the DM needed a section on a consulting practice
with minority ownership by the audit firm. Mr. Melancon felt there should be a reordering of the threats and safeguards sections, and that the safeguards should be more
inclusive and discussed in a more robust manner, although Ms. McGrath responded that
safeguards were considered throughout the DM. He also suggested a second appendix on
existing profession and firm safeguards to protect independence. Mr. Turner noted that
the SEC staff has seen a significant increase in the number of enforcement cases where
safeguards (or quality controls to ensure independence) are not working. Based on this
experience, the SEC staff is highly skeptical that safeguards can be effective to ensure an
audit firm’s independence.
With the unanimous approval of the Board, the Chairman directed the ISB staff, as soon
as possible, to revise the DM to include a new section on minority ownership, a 90-day
comment period and an appendix listing the auditing profession’s safeguards. The
Chairman asked the staff to arrange a telephonic meeting of the entire Board to approve
the release of the DM, and this meeting was expected to be completed well prior to the
next scheduled ISB meeting.
The Board then recessed for ten minutes, and the meeting resumed at 12:20 PM.
Mutual Funds
Mr. Cashin of the ISB staff presented a brief status report on the Mutual Funds ED. He
noted that the Board agreed at its last meeting on June 25th to the principles underlying a
proposed standard and delegated to its Oversight Task Force (Messrs. Bogle and Butler)
the authority to supervise and approve the issuance of an ED after consultation with the
Chief Accountant of the SEC.
The Oversight Task Force met on August 2nd and 10th, and was joined by Messrs.
Laskawy and Turner at the second meeting. A revised ED, along with several
recommendations from the SEC staff, was then prepared and reviewed for clarity by the
full Project Task Force on August 27th. The ISB staff is now further revising the ED for
final clearance with the Oversight Task Force, and the ED will be issued as soon as
possible after clearance is received.
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Research on Views of Selected Individuals
Bruce Anderson of Earnscliffe Research and Communications, who is the Research
Director for the Board’s “Survey of Attitudes of Selected Key Groups toward Auditor
Independence,” updated the Board on the preliminary results of the survey.
He noted that 92 of a scheduled 140 one-on-one interviews of buy-and sell-side analysts,
auditors, regulators, CEOs, CFOs and audit committee chairs have been completed, and
that most of the rest of the interviews have been scheduled.. The preliminary survey
results to date indicate that financial reporting is seen positively, and also that those who
replied believe analysts, regulators and litigation are useful pressures. Mr. Anderson also
pointed out that most respondents to the survey have a clear stake in the status quo and
stability.
In terms of objectivity and independence, a “best practices” approach was favored by
most, rather than either “bright lines” or broad principles. In the survey, all other issues
pale beside non-audit services, which generate both the strongest feelings and least
consensus. Mr. Anderson noted that auditor objectivity appears to be holding up, but is
under new pressures.
Mr. Anderson indicated he expects to have a final report for the November Board
meeting.
Other Projects
Mr. Siegel noted the status of the following projects for the Board:
• Conceptual Framework—The Project Task Force will meet on November 2nd,
and between Thanksgiving and Christmas a draft of the DM will
be sent to the Board for discussion at its January meeting.
• Legal Services—A revised draft of the DM will be reviewed by the Project
Task Force on September 14th, and the DM will be on the
agenda for discussion and possible approval at the
November Board meeting.
• Family Relationships—September 30th is the end of the comment period for
the Invitation to Comment, and the results will be reported to the
Board at the November meeting.
• Outsourcing—A Project Task Force has been formed for this project, but it
is on the slowest track.
*******
The public session was adjourned at approximately 1:20 PM.
Respectfully submitted,

William J. Cashin, Jr.
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